FAQs on Taxation - Fixed Deposits & Bonds 
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What are the tax implications of investing in fixed deposits and bonds like 8% Savings (Taxable) Bonds, 2003?
Interest income on fixed deposits and bonds, such as 8% Savings (Taxable) Bonds, 2003, is taxable under the head "Income from other sources". The entire income received is taxable. However, an assessee can claim direct expenses incurred to earn that income under the provisions of Section 57(iii). 



Can investors claim any tax benefits for investments made in fixed deposits/bonds under Section 80C? Similarly, are any benefits available to investors on the interest income?

Investments in fixed deposits with a scheduled bank for a fixed period of not less than 5 years are eligible for deduction under Section 80C. Infrastructure bonds also qualify as eligible investment avenues under Section 80C. Section 10(15) states the list of various securities and bonds on which interest is exempt from tax. 



Are senior citizens eligible for any additional tax benefits on investments in fixed deposits/bonds?

No, the Income Tax Act provides for the same benefits to all individuals. However certain fixed deposit schemes and bonds may provide higher interest rates for investments made by senior citizens. 



Are investments made in these instruments subject to tax deducted at source (TDS)? What is the limit below which TDS is not applicable?

Yes, if the interest from such investments exceeds Rs 2,500 in a financial year then TDS is applicable. The TDS limit is raised to Rs 10,000 in case of interest payment on fixed deposits by a bank or by a company carrying on the business of long-term finance for construction or purchase of houses in India, for residential purposes as approved by the Central Government. 



Can investors avoid TDS; if yes what documents are required to be provided for the same?

Investors can avoid TDS by presenting Form 15G, which states that the person does not have a taxable income. 



If the bank deducts tax at source, how should an investor claim the benefit?

The assessee has to file a return of income every year declaring his total income and the tax payable thereon. He can furnish the TDS certificate with the return filed and the tax payable would reduce accordingly. If additional tax has been paid, then the excess amount will be refunded to him by tax authorities. 




What are capital gains savings bonds & what benefits do they offer?

Investments in capital gains savings bonds enable investors to avoid paying the capital gains tax. These bonds are issued by REC and NHAI. For example, when a property is sold and a long-term capital gains tax liability arises, the assessee has an option to avoid it by investing the capital gains in another property within the specified time duration. Another option available to him (to avoid paying tax) is to invest the requisite sum in capital gains bonds within a period of 6 months from date of transfer. 
Investors should ensure that these bonds are not transferred or converted within a period of 3 years from the date of acquisition; also no loan, mortgage or encumbrances should be created on these bonds. In such an event, investors will lose the tax benefits and capital gains will become taxable. 
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